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BRAZIL: KEY ECONOMIC INDICATORS 


Macroeconomic Indicators: 1984 1985 1986 


GDP in current dollars billions 1/ 211.6 227.3 270.9 
Per capita GDP in current dollars 1/ 1,619 1,696 1,964 
Real GDP growth (%) Dot 8.4 8.0 
Consumer Price index (%)--IPC* 2/ 215.3 242.2 65.17 
Exports (million U.S. $) 27,005 25,639 22,393 
Imports(million U.S. $) 13,916 13,153 14,044 
Trade balance (million U.S. $) 13,089 12,486 8,349 
Reserves less gold (million U.S.$) 11,995 11,688 6,768 


Principal Exports (1987) Principal Imports (1987) 
(in millions U.S. $ fob) (in millions U.S. $ fob) 


Metallurgical products $ 3,000 Capital goods $ 3,958 
Coffee 2,170 Crude oil & derivatives 4,123 


Transport & equip. & parts 3,100 Chemical products 1,830 
Iron and other ores 2,681 Coal 550 


Soybean products 2,400 Wheat 250 


Total including others $26,213 


Industrial Indicators: 1984 
(percentage. change) 


Mineral extraction 
Manufacturing. (overall) 
Capital goods 

Consumer durables 
Overall 


1/ Changes in dollar values are affected by the exchange rate policies 


wherein cruzado devaluation against the dollar has been less than the rise 
in the GDP deflator. 


2/ IPC -- consumer price index (GOB official inflation index produced by 
FIBGE) 





INTRODUCTION AND SUMMARY 


Sluggish economic growth characterized 1987, with real growth of only 2.9 
percent. Slow growth persists into 1988, accompanied by inflation 
approaching 20 percent per month. Since Finance Minister Mailson da 
Nobrega took office in January 1988, he has sought to improve Brazil’s 
relations with the international financial community, including the IMF. 
Domestically, he identified Brazil’s persistent public sector deficit as 
the main contributor to inflation. The government has announced moves to 
trim government spending, but it faces political resistance to substantial 
spending cuts or major tax increases. Despite inflation of 90 percent for 
the first third of 1988, export levels have been buoyant -- the trade 
surplus for the first third was $5 billion. 


Political uncertainties complicate the economic picture. The latest draft 
of Brazil’s new constitution contains provisions which may restrict foreign 
investment in some sectors and put foreign firms at a disadvantage in 
obtaining government procurement contracts. The Assembly drafting the new 
constitution voted to continue Brazil’s presidential form of government 
with a 5-year term for future presidents. The Assembly subsequently 
approved extension of President Sarney’s term until March 1990. The new 
constitution may be approved by August. 


Slow economic growth and many investment restrictions and prohibitions 
contribute to low foreign investment. Modest levels of investment capital 


were made available through debt-equity conversion auctions in early 1988. 


U.S. exporters will continue to have problems in the Brazilian market. 
Despite tariff policy reform and some preliminary steps toward trade 
liberalization, major restrictions remain: the import licensing regime, 
company- and sector-level import quotas, relatively high tariffs, the "Law 
of Similars" (which restricts imports competing with domestically produced 
goods), and extensive informatics and telecommunications equipment import 


restrictions. Nevertheless, opportunities exist for aggressive U.S. 
exporters. 


ECONOMIC POLICY 


Finance Minister Nobrega is faced with "stagflation." Growth will be low 
or nonexistent in 1988; inflation approaches 20 percent per month. Nobrega 
has announced, but not fully implemented, some measures to remedy these 
conditions. The borrowing of state enterprises, states, and 
municipalities, and public sector salaries have been frozen. Some 
subsidies and fiscal incentives have been reduced, and additional budget 
cuts have been proposed. 


Minister Nobrega has announced two general policy objectives: increased 
reliance on free market mechanisms and decreased intervention of the 
government in the economy. He has already reduced price controls. 
Overall, however, government intervention in the economy remains high in 
terms of state industrial ownership, wage and price policy, foreign trade 
restrictions, and interest and exchange rate controls. 





BALANCE OF PAYMENTS 


Brazil’s trade surplus exceeded $11.1 billion in 1987, compared to $8.4 
billion in 1986. Brazil posted a $800 million current account deficit in 
1987, a significant improvement over the $4 billion deficit in 1986. 
Bouyant export receipts, coupled with other favorable prospects, indicate a 
lower current account deficit is likely in 1988. Brazil’s trade surplus 
should increase in 1988 to over $13 billion. The surplus for the first 
third of 1988 totalled $5 billion. 


EXCHANGE RATE POLICY 


Despite high domestic inflation, Brazil attempts to retain its trade 
competitiveness by daily mini-devalutions of the cruzado. During 1987 the 
cruzado was devalued by 383 percent against the dollar, compared to 
official government inflation statistic of 366 percent. Current policy 
indicates the continuation of mini-devaluations rather than a substantial 
devaluation--especially in view of a favorable trade balance projected for 
1988. 


MONETARY POLICY 


The government goal is to tighten monetary policy and maintain positive 
real interest rates, despite the fact that this goal puts upward pressure 
on the budget deficit. The large trade surpluses and large public sector 
deficits have worked to increase Brazil’s money supply and make attainment 
of this government goal difficult. 


FOREIGN DEBT 


Brazil moved decisively to improve relations with the international 
financial community in early 1988. Some foreign exchange draw-down took 
place as Brazil began to make some interest payments on medium- and 
long-term debt owed to foreign commercial banks, de facto ending the 
partial moratorium imposed in 1987. Policymakers also announced their 
determination to seek agreement with the International Monetary Fund (IMF) 
in order to restore foreign financing from the commercial banks, the 
international financial institutions, and export credit agencies. 


BUDGETARY POLICY 


In January 1988 the Finance Minister announced that cutting Brazil’s large 
budget deficits was a priority policy with the objective of reducing 
inflation. The aim is to reduce the public sector deficit to 4 percent of 
GDP in 1988 from 5.4 percent in 1987. Attaining this target will seriously 
challenge policymakers. Without deficit-cutting moves, the deficit would 
exceed 7 percent of GDP. In February the government announced that the 
borrowing of states, state enterprises, and municipalities would be frozen 
at 1987 levels, but with some exceptions. Policymakers have also 
identified the government payroll as a source of runaway spending, and 





placed a freeze on all public sector salaries in April -- a move now 
challenged in the courts. The government has also announced that it is 
preparing a downward revision of the 1988 federal budget aimed at trimming 
outlays by 1 percent of GDP. 


LABOR 


Union attention focused with increasing concern on recovering purchasing 
power lost to inflation. Major Sao Paulo business firms have granted 
frequent wage increases that equaled or exceeded the registered inflation 
rate. Saddled with rising expenses and shrinking revenues, state and 
municipal governments were unable to maintain employee salaries. Labor 
strife consequently mounted in the public sector while, for most firms in 
Sao Paulo and other major centers, 1987 proved relatively tranquil. With 
government economic policy their major concern, rival union organizations 
attempted to work more closely with each other and to open a dialogue with 
business leaders. Although progress was uneven, labor ended 1987 with 
fewer internal divisions and a more receptive attitude toward cooperating 
with the business community. 


AGRICULTURE 


Production: Agriculture production for 1988 should increase by 2 to 3 
percent compared to a 13 percent increase in 1987. Substantial gains in 
production are forecast for soybeans and cotton at the expense of corn, 
rice, and dry beans. Unless affected by adverse climatic conditions late 
in the season, most tropical products should also improve from last year’s 
performance. The coffee crop should be lower than last year’s record 

crop. Pork and poultry production is expected to drop; beef production, to 
rise. Good weather is expected to play a positive role in this year’s 
production resulting in improved yields. The availability of adequate 
amounts of credit should contribute to modest growth. Uncertain economic 
conditions caused by the difficulties in recovering from income losses 
generated in 1987 are the major obstacles towards growth in the 
agricultural sector. The expected higher rate of inflation in 1988, 
coupled with falling consumer purchasing power, indicates that marketing 
will preoccupy producers. Again, as in 1987, the government will likely be 
a large buyer of domestic agricultural commodities. 


Trade: The outlook for 1988 agricultural trade is for exports above the 
1984 record of $10 billion, boosted mainly by large sales of soybeans and 
orange juice and some improvement in the sales of tropical products. 
Imports of agricultural products are expected to decline further due tc 
increasing domestic production. U.S. wheat exports are expected to be 
negligible due to the Brazil/Argentina trade agreement and expected 
Brazilian record crops. Major imports from the United States will remain 
restricted to seeds, livestock products, soybeans under drawback 
arrangements, and other specialty crops including seeds, fruits, and 
vegetables. 





INDUSTRY 


After a strong start in early 1987, industrial output fell sharply in the 
latter half of the year, growing only 0.2 percent for the entire year, well 
below the 10.9 percent expansion registered in 1986. A sharp drop in 
domestic demand, brought about by the collapse of the Cruzado Plan early in 
the year, was largely responsible for the poor industrial performance. A 
nearly 25 percent increase in exports of manufactured goods, especially 
transportation equipment, kept industrial performance from being worse. 
According to the Brazilian Statistical Institute (FIBGE), output of durable 
consumer goods fell 5.4 percent, capital goods production dropped 1.8 
percent, and mineral extraction declined 0.7 percent. Output of 
manufactured and intermediate goods went up only 1 percent and 1.1 percent, 
respectively. Following are percentage changes (compared to 1986) for 
various sectors: 

MINERAL EXTRACTION =O 
MANUFACTURING 1. 
CAPITAL GOODS -1, 
INTERMEDIATE GOODS 1. 
CONSUMER GOODS QO. 
The outlook for 1988 is poor. Industry faces high inflation and low 
domestic demand. These difficulties are compounded by continuing 
uncertainty over future government economic and industrial policy. 
Industrial exports, however, are performing well and most industries are 
now operating without price controls. Overall, 1988 should be a reverse of 
1987, with low output in the first half followed by moderate growth in the 
second half. 


Motor Vehicles: In 1987, the motor vehicle industry was hurt by the drop 
in domestic demand and government price controls. Domestic sales plummeted 
33 percent to their lowest level in 15 years. Moreover, companies sold 
units at a loss due to price controls. The industry was able to offset 
partially weak domestic sales with exports, which grew 88.1 percent in 
units and 57.9 percent in value. Still, motor vehicle production fell 9.9 
percent to 920,220 units (roughly 590,000 for the domestic market and 
330,000 for export). A 5-10 percent increase in domestic sales and a 
continuation of record export levels are predicted for 1988. Real auto 
prices have increased sharply in the past 6 months. Following Autolatina’s 
(Ford-Volkswagon joint venture) resistance to government price controls 
late in 1987, the government and industry negotiated an accord that allows 
auto companies to increase prices in accordance with cost increases. This 
accord has encouraged some new investments. Industry’s biggest concern, 
however, is the exchange rate. Costs have increased faster than the 
average rate of consumer inflation, and the industry claims the cruzado is 
overvalued. The industry wants a real devaluation of 25-30 percent and a 
reduction of the auto excise tax from 43 to 28 percent. 





Steel: Crude steel production rose 4.7 percent to a record 22.2 million 
metric tons (MMT) in 1987, putting Brazil among the top eight world 
producers. 

PRODUCTION 1987 PERCENTAGE CHANGE 

CRUDE STEEL 22.2 

ROLLED PRODUCTS ph A 

FLAT ROLLED PRODUCTS 9.1 

NON-FLAT ROLLED PRODUCTS 6.4 


Domestic sales tonnage increased 5.7 percent and export volume, 6.5 
percent, including sales to the United States of 1.3 MMT worth $400 
million. Steel imports fell in tonnage from 600,000 MT to 500,000 MT, but 
their dollar value remained steady at $246 million. The industry’s biggest 
problem in 1987 was low prices. At home, government price controls forced 
steel mills to sell at a reputed 25 percent below cost. Abroad, excess 
supply forced prices down, which was especially hard on Brazilian 
producers, whose prices are high compared to foreign competitors. Largely 
because of low prices, three of the largest state-owned steel companies 
showed losses in 1987 totaling $800 million. Exports should increase 28.1 
percent and domestic consumption, 6.8 percent in 1988. Imports, however, 
should decline from 500,000 MT to 300,000 MT. The second national steel 
plan calls for a $10 billion technology investment and production capacity 
increase to 50 MMT by the year 2000. 


Capital Goods: The capital goods industry has been hit harder by Brazil’s 
economic problems than most other sectors. The sharp decline in public and 
private sector investment since 1981 has drastically reduced orders. 
Because of this decline, idle capacity stands at 47 percent, with 
made-to-order capital goods the most seriously affected. Production in 
1987 increased 2.6 percent, but overall sales of $12.7 billion were down 
6.6 percent from 1986. The fact that sales fell while production increased 
means the sector built up inventory, indicating that sales in early 1988 
may be even weaker than in 1987. Capital goods exports grew 16 percent to 
$1.4 billion in 1987 and should increase to $1.6 billion in 1988. Although 
the United States imports 16 percent of Brazil’s capital goods exports, 
developing countries are the principal purchasers. Investment in 1987 was 
estimated at $1.6 billion, up 52 percent from 1986. Despite the increase, 
the Brazilian Capital Goods Association (ABDIB) considers present levels of 
investment insufficient and infusion of foreign capital a must. 


Pulp and Paper: Pulp and paper production rose 3.7 percent in 1987 to 8.3 
MMT, of which 3.6 MMT was pulp and 4.7 MMT paper. The industry compensated 
for a depressed domestic market by increasing exports 7.1 percent to $780 
million. Continued good export sales are forecast for 1988. Industry 
representatives are concerned about the lack of investment in reforestation 
during the last 4 years, though the government has announced its intention 
to invest $6 billion over a long-term period in this area. 





Shipbuilding: The shipbuilding industry, located largely in Rio de Janeiro 
State, earned $310 million against orders for 12 vessels in 1987, up from 
$29 million in 1986. Despite this increase, the sector is operating at 
only 50 percent of installed capacity. The industry, with an installed 
capactiy to produce 2 million dead weight tons (DWT) per year, has suffered 
from poor sales since 1979 when it produced at a peak capacity of 1.4 
million DWT and employed 39,000 workers. The number of employees fell to 
18,000 in 1986, then increased slightly to 20,500 in 1987. Current 
production is roughly 0.45 million DWT. Some shipyards are investing to 


expand capacity based on the belief that the international demand for ships 
will increase soon. 


Textiles: Preliminary FIBGE figures show that textile output fell 0.6 
percent in 1987, due largely to low domestic demand. Fiber production 
totalled 1.1 MMT, a 9.2 percent decline. This decline would have been 
worse had it not been for the 31.3 percent growth in exports, which 
provided receipts of approximately $1.2 billion. Textile imports, which 
increased dramatically in 1986, fell substantially in 1987. This decline 
in imports should continue in 1988. For 1988, the textile outlook is din. 
Domestic sales were down sharply in the first quarter, and industry sources 
are doubtful about a short-term improvement. A study estimated the 
industry’s investment needs through the year 2000 at $6.6 billion, 60 
percent allotted to equipment imports. At this time, most textile firms 
have not begun to make the significant investments in modern equipment 
necessary to remain internationally competitive. 


Footwear: The Sao Paulo State Footwear Producers Association estimates 
Brazil’s 1987 footwear production at 570 million pairs and domestic 
consumption at 435 million pairs, down 5.2 and 7.2 percent respectively 
from 1986 levels. Overall footwear exports in 1987 grew 4 percent by value 
to $1 billion and 1.7 percent by volume to 135 million pairs, of which 120 
million pairs were exported to the United States. Despite this 
improvement, the U.S. Government threat of retaliations over unfair trade 
practices has led manufacturers to look for alternate markets. The 
association expects 1988 production to increase 3.5 percent, domestic 
consumption, 3.4 percent, and export sales, 3.7 percent. One problem faced 
by the sector is the lag in the leather processing technology caused by 
import restrictions. Because of the poor quality of domestic leather, the 
sector has to import hides from Argentina, Uruguay, and Europe. 


Civil Construction: After a poor start, the civil construction industry 
improved somewhat in the last quarter of 1987. A survey by the Sao Paulo 
Construction and Real Estate Industry Association (SECOVI) of 100 
construction firms showed sales of housing units have increased 25.5 
percent in the last quarter. In January 1988, the government implemented a 
new housing policy that includes a home mortgage plan designed to bring 
capital and new life into the weak and stagnant housing market. This plan 
aims to help middle and working class people buy homes. 





Tourism: Income from tourism, which grew 33 percent in 1986 from 1985, 
fell in 1987 due to the decline in purchasing power and large price 
increases by hotels and related services. The sector, however, had some 
relief from a large inflow of foreign visitors. In 1987, according to 
EMBRATUR, the Brazilian tourism authority, about 2.2 million tourists 


visited the country (up 15 percent from 1986) and spent $1.8 billion (up 20 
percent from 1986). 


Services: Total insurance premiums collected by insurance companies in 
Brazil increased slightly in 1987. The National Private Insurance Council 
requires Brazilian firms to handle all import insurance. Brazilian 
regulations have been revised, however, to allow foreign investors to own 
up to 50 percent of Brazilian insurance companies, insurance brokerages, 
and private pension funds. The banking sector made substantial profits in 
1987 due to high interest rates, reduction of work force, and closing of 
unprofitable branches. Engineering and construction firms continue to be 
successful in obtaining substantial contracts in third world countries, 
while the domestic market remains weak due to cuts in government 
investment. Foreign construction engineering firms are prevented from 
providing technical services if Brazilian firms can provide then. 


MINERALS 


Iron Ore: Brazil is the world’s largest iron ore exporter. It exported 
121 MMT of iron ore during 1987, 19 percent over 1986 levels. In 1987, 
Brazil’s production was 135 MMT, an increase of 3.6 percent over 1986. 


Tin: In 1987, tin production increased due to production at a newly 
discovered deposit in Ariquemes, Rondonia. This deposit should produce an 
additional 7000 tons in 1988 by artesian methods. Total exports for 1988 
will increase to 26,000 tons, with production at about 33,000 tons. 


Aluminum/Bauxite: Exports of bauxite and alumina were 496,700 MT, and 
exports of aluminum reached a record of $1 billion in 1987. Aluminum 
production reached 850,000 MT in 1987, an increase of 12.3 percent over 
1986. Aluminum production will continue to rise with the completion of 
Phase II at the Albras plant which will add 160,000 tons per year of 
additional capacity. 


ENERGY 


The consumption of energy rose in 1987, although electricity supply 
problems abated due to normal rainfall in hydroelectric generation areas 
and to the addition of small thermal plants in some key areas. Gasoline 





consumption fell by almost 12 percent as the auto fleet continued to 
convert to alcohol. Investment in energy production continues at 
relatively low levels. Petrobras production dropped slightly to 590,000 
barrels per day due to poor weather and strikes in the main producing 
regions. Production of natural gas is increasing. Consumption in 1987 was 
14 million cubic meters per day. Completion in 1988 of the new natural gas 
pipeline from Rio to Sao Paulo will provide steady supplies of natural gas 
to industrial consumers in Brazil’s industrial heartland for the first time 
and should boost consumption significantly. 


IMPLICATIONS FOR THE UNITED STATES 


Investment Policy: Potential investors in Brazil should become familiar 
with the registration procedures for new capital and with Brazil’s foreign 
investment restrictions and prohibitions. Details can be found in the U.S. 
Department of Commerce (USDOC) publication "Marketing in Brazil" (OBR 
85-07) available from any USDOC district office or from the Publications 
Sales Office (Tel. 202-377-5494). Investors should also be aware that the 
new constitution may contain changes likely to affect investment, such as 
further restrictions against foreign capital in petroleum and minerals 
exploration and distribution, health care, chemicals, biotechnology, and 
new materials. Because of the great need for new capital in 
infrastructure, particularly electricity generation and transmission, some 


investment rules may be eased. These might include foreign ownership of 
power plants, with buyback provisions over a set period. 


Experienced investors in Brazil, particularly multinationals, are 
participating in the auction of debt-equity instruments on the Rio de 
Janeiro and Sao Paulo exchanges. Needed capital has been acquired for 
aggregated discounts of 18 percent off face value in the initial 
offerings. These offerings could rise from modest amounts to become a 


Significant force in investment and debt retirement by the Government of 
Brazil. 


Estimates for 1988 are that Brazil will receive only $300 million in net 
foreign direct investment, a very small amount for an economy the size of 
Brazil’s. One of the factors contributing to this small amount is the 
tendency of multinationals in the informatics and pharmaceutical sectors to 
sell off their holdings to local firms because of restrictions on product 
development, decreased profitability, and cloning of proprietary goods. On 


a positive note, there should be about $1.5 billion in investment from 
debt-to-equity conversion. 


For an aggressive investor willing to wait for long-term gains or seeking 
bargains in the current climate of uncertainty, Brazil warrants a closer 
look because of its large population, high per capita income relative to 


the rest of South America, and the installed industrial base and services 
industries. 





Import Policy: U.S. exports rose in 1987 to $3.994 billion, up from $3.856 
billion in 1986. Data for the first quarter of 1988 show U.S. exports up 
by 8 percent over 1987. The United States is the largest national supplier 


of goods to Brazil, with 10.9 percent of all imports and 28.2 percent of 
all non-oil imports in 1987. 


The cheaper dollar offers potential prospects for growth of import market 
share in 1988, but these prospects may be offset by declining capital 
investment and end-user demand due to economic "stagflation" and political 
uncertainties. Nevertheless, a recent survey shows that 64 percent of 2500 
Brazilian firms plan to invest in further productive capacity this year. 


Best prospects for U.S. exports include electronic components, electronics 
production and test equipment, medical instruments, process controls, 
analytical and scientific instruments, mainframe computers and peripherals, 
applications software, telecommunications equipment, metalworking 
equipment, textile machinery, hydro and thermoelectric equipment, tourism 
services to the United States, oil and gas field equipment, and printing 
and graphics arts equipment. The U.S. and Foreign Commercial Service has 
planned trade promotion events in most of these sectors in 1988 and 1989, 
and has prepared market research to assist U.S. exporters planning entry 
strategies or market expansion in Brazil. Details may be obtained from the 
nearest USDOC district office or from the Desk Officer for Brazil at USDOC 
in Washington, D.C., telephone (202) 377-3871. 


Upcoming events include: 


August 15-21, 1988, Compute USA ’88 Brazil National Informatics Fair, in 
Rio de Janeiro; 


August 15-19, 1988, Computers and Software, seminar mission in Rio de 
Janeiro 


August 28-Sept. 3, 1988, Florida Trade Mission in Campinas, Sao Paulo and 
Rio de Janeiro; 


Sept. 15-16, 1988, Continuing Education Together with Language Class 
Catalog Show in Rio de Janeiro, Brasilia, Curitiba and Belem; 


Sept. 26-28, 1988, New Health Care Equipment, video catalog show in Sao 
Paulo. 
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